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ABSTRACT 

Despite eighteen years of effort to establish a quasi-democratic fundamentalist regime, 
Iranian elections saw the crushing defeat of the ruling elite’s candidate. This election result 
represents a popular call for a change in direction for the Islamic regime. Iran is not alone in 
their battle to reconcile fundamentalist religious doctrine and progression into the Twenty-first 
century. Tradition based economies and their requisite structures of government are relevant 
throughout the world today. With few exceptions these systems have been unable to produce 
states with effective economies. Without a sustainable growth rate in the economy, dealing 
with the almost universal population explosions seen in these fundamentalist based systems is 
proving impossible. Frequent meddling in the economy and social fabric of the nation to try 
and influence market driven outcomes seems to leave these structures of government destined 
for revision. This thesis applies recent advances in the theory of structures of government to 
produce valuable insight as to the likely direction of change in Iran. 
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EXECUTIVE SUMMARY 



Despite eighteen years of effort to establish a quasi-democratic fundamentalist regime, 
Iranian elections saw the crushing defeat of the ruling elite’s candidate. The election of Seyyed 
Mohammad Khatami to the presidency indicates a profound disillusionment with the results to 
date of the Islamic revolution. Khatami, a dark horse in the election process because of his 
ouster from the Ministry of Culture in the early 1990’s, was swept into office with 70 percent 
of the popular vote. His landslide victory should be interpreted as a clear signal that the people 
of Iran are looking for government that is less intrusive in their private lives, is better able to 
manage the economy, and provides a rising standard of living to match the growth in 
population. Iran is not alone in its battle to reconcile fundamentalist religious doctrines and 
progress. Still its extensive application of fundamentalist principles provides a unique insight to 
the difficulties of these systems. 

Clearly, many differences in fundamentalist based systems could be attributed to 
differences in religious theology. Less obvious is the proposition that the application of 
economic theory concerning structures of government and economic growth often provide 
equally valuable insight. The main proposition developed in this thesis is that by separating the 
complex questions of religious theology and management of the economy, it becomes possible 
to see how fundamentalist systems have the potential for success. 

Theologians in fundamentalist systems often contribute significantly to economic and 
social chaos. They attempt to Teform” government structures according to religious dogma. 
This thesis argues that a religiously based government has not much sympathy or 
understanding of such secular affairs as economics and law. Only by scientific control of the 
economy and by encouragement of a legal system under which a government is held 
accountable, can the validity of a fundamentalist society be maintained. It is further argued that 
the effects of stability and growth on the economy of a fundamentalist regime will benefit its 
transition to a market-based structure under a centrally planned system. This transition is both 
profitable and important for long term growth in today’s global marketplace. It is perhaps 
Western oriented to apply the concept of economic growth as an appropriate measure of 
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economic success. However, there seems to be no other accessible measure which can be 
applied across cultural lines with hope of measuring the benefits of sound government 
structures which lead to economic success. 

To develop these propositions, this thesis provides the reader with a general analysis of 
fundamentalist based systems including the major, recognized, religious systems of Buddhism, 
Confucianism, Hinduism, Judaism, Christianity, and Islam. From this examination, a focus on 
the specifics of Islam is included to allow a better understanding of the difficulties facing 
fundamentalist systems. While this thesis chose Islam to represent the generalities of 
fundamentalist systems because of its sweeping implementation in Iran, there are few reasons 
that analysis of any of the fundamentalist systems implemented as thoroughly, would not 
provide similar findings of the use of social control to achieve religious goals. The current 
Western perception of fundamentalist systems is that these systems are unique and relatively 
unimportant to the West. To mediate this perception it is important to understand Iran and its 
potential for success. 

Economic theory dealing with the importance of sound, stable structures of 
government is designed to establish an environment suitable for investment. Stable 
environments which lead to economic growth are a critical element of this thesis. This theory 
is used to identify differences in government structures which may lead to or detract from 
economic growth. The importance of credibility to stability is illustrated in discussion of the 
time consistency problem. Further, the ability to classify the structures of government and the 
importance of establishing a rule of law system is presented. The absolute necessity of 
subjecting governments to law is another point which may be argued. For who would want to 
rule a system in which one has no control? This thesis argues that it is not a complete 
subjection to the law of the system which is required for success, rather it is the establishment 
of some limitations on the power of a ruler. Ironically, from these limitations, credibility can be 
enhanced as economic stability and growth are achieved. 
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The next probable crisis in Iran is likely to be found in the nation’s youthful population 
increase. This expanding segment of society is already taxing the social structures of 
government. As these youths age, they will create an even greater burden for the 
government’s social welfare programs. The solution to the existing and likely worsening 
economic stagnation seems to be a move toward establishing economic stability through 
market structures of government. Current developmental theory suggests a correlation 
between government structures and elements of economic stability. While the specific impact 
of religion and leadership on these developments may be debated, this thesis argues that there 
are conclusions to be drawn as to the likely evolution of political and economic systems. These 
conclusions suggest the cohesiveness displayed by Iran during its debt crisis in 1993 was not 
unique and when necessary, support for extreme policies can be achieved. Regime credibility is 
established by arriving at consensus, while the implementation of strict social policies serves to 
further enhance this credibility. Economic stability is founded on credibility, good structures, 
transition, and growth. 

In summary, while separation of the institutions of religion and government is desirable 
in terms of establishing economic stability, it is not entirely a requisite. A credible move 
towards restricting the ruling elite’s ability to influence market events at will should suffice to 
encourage investors that Iran is on the right track. A firm commitment to the principles of free 
markets today, while holding its own challenges in the future, may allow Iran to avoid a failed 
economic system in the future. As Iran represents the most thorough implementation of 
fundamentalist structures, this thesis suggests that other fundamentalist systems are likely to 
apply any lessons learned. 
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I. INTRODUCTION 



“If men were angels, no government would be necessary.” 

James Madison 
President of the United States 

Recent elections in Iran point to a new direction for the revolution and the nation. The 
election of Seyyed Mohammad Khatami to the presidency indicates a profound disillusionment 
with the results to date, of the 18 year old Islamic revolution. 1 Khatami was a dark horse in 
the election and had not often been mentioned in Western press accounts of the election 
process because of his ouster from the Ministry of Culture in the early 1990’s by the powerful 
religious elements in the government. 2 His election can be attributed to several influences, all 
of which indicate dissatisfaction and disillusionment with both the structure and the practice of 
the government in Iran. 3 These factors include continued oppression by secret police forces, 
inefficient bureaucratic structures, rampant inflation, and a floundering economy. 4 

Khatami’s election should be interpreted as a signal that the people of Iran are looking 
for a government that is less intrusive in their private lives, is better able to manage the 
economy, and provides a rising standard of living. This revamped government seems to have 
initiated a move towards an “inclusive” interpretation of Islam rather than the “exclusive” 
model that the clerics had been advocating. 5 Interpreting the new Iran will be addressed 
several times in this paper because of variations in perspective which have led to a variety of 



1 Muiphy, Paul, “Iran on the Rocks,” The Electric Library, Vol. 12, JanuaiyOl, 1997,p.l00. 

2 Kaplan, Robert D., “Why the US and Iran Will Be Friends Again,” The Wall Street Journal, February 10, 
1997. See also Swindells, Steven, “New Iran President Faces Tough Economic Challenges,” Reuters, May 
05, 1997. 

3 Viorst, Milton, “The Limits of the Revolution, Changing Iran”, Foreign Affairs, Vol. 74, No 6, 
November/December 1995, p. 68. 

4 Kaplan, “Friends Again,” see also Murphy, “Iran on the Rocks.” 

5 Murphy, “Iran on the Rocks,” p. 100. 
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views on fundamentalist governments. As a consequence of these differing perceptions, many 
questions concerning the direction of Islamic fundamentalism remained unanswered. These 
unanswered questions have created economic confusion in Iran today. 

This thesis argues that any system of government primarily based on religion is one that 
should also provide for the separation of church and state. This separation is important not 
only for the economic success of the country but also for the stability of its religious regime. 
To illustrate this point this paper looks at the rise of religiously based governments. Despite 
some similarities, they include some major deviations in their religious interpretations. This 
thesis, then, elaborates on the specifics of Islam, and the unique structures inherent in Islamic 
fundamentalism. 

Current developmental theory suggests a correlation exists between government 
structures and elements of economic stability. While the specific impact of religion and 
leadership on these developments may be debated, this thesis argues that there are conclusions 
to be drawn. These conclusions suggest the cohesiveness displayed by Iran during their debt 
crisis in 1993 was not unique and when necessary, the regime can generate support for extreme 
policies. This, in turn, implies that Iranian fundamentalists are likely to demonstrate similar 
resolve when faced with their next crisis. 

Iran is experiencing a huge increase in the nation’s youthful population. Already a 
burden for government, as these youths age, they will create an even greater burden for social 
welfare programs. The solution to the existing and likely worsening economic stagnation 
seems to be a move toward establishing economic stability through market structures of 
government. While separation of the institutions of religion and government is desirable in 
terms of establishing economic stability, it is not entirely a requisite. A credible move towards 
restricting the ruling elite’s ability to influence market events at will should suffice to encourage 
investors that Iran is on the right track. A firm commitment to the principles of free markets 
today, may allow Iran to avoid the potential civil strife associated with a failed economic 
system in the future. 
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Theologians contribute significantly to economic and social chaos. They attempt to 
reform government structures according to religious dogma. This thesis argues that a 
religiously based government has not much sympathy or understanding of such secular affairs 
as economics and law. Only by scientific control of the economy and by encouragement of a 
system of law under which a government is held accountable, can the validity of a 
fundamentalist society be maintained. It is further argued that the effects of stability and 
growth on the economy of a fundamentally based regime will benefit its transition to a market 
based structure under a centrally planned system. This transition is both profitable and 
important for long term growth in today’s global marketplace. To apply the concept of 
economic growth as an appropriate measure of economic success is perhaps Western oriented, 
but there seems to be no other accessible measure which can be applied across cultural lines 
with any hope of measuring the benefits of sound government structures leading to economic 
success. Because of the perception of the potential impact of Islamic systems, it is important to 
understand, Iran, as one of the most influential of the fundamentally based Islamic systems of 
government and its potential for success. 

Recent developments in theory associated with the structures of government and 
growth as applied to Iran will be the subject of this thesis. Application of this theory will 
illustrate some strong parallels to be found within fundamentalist systems and provide some 
suggestions for the future of these systems in terms of developing separate structures of 
government and religion. Finally, conclusions will be drawn in an attempt to form a prediction 
for Iranian society. It is hoped that this thesis will provide useful insight to the importance of 
the electoral result in Iran, some of the root causes for this significant vote, and what the future 
may hold concerning the direction of Iranian society and fundamentalist systems in general. 
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n. NEW TRADITION BASED ECONOMIES 



There is no question that the world is experiencing a rapid growth of organizations 
dedicated to establishing social, political and economic systems founded on specific principles 
of religion, often refered to as revivalist. While the rise of Islam is perhaps the best known, this 
lack of awareness does not slow the world-wide growth of fundamentalist systems based on 
Buddhism, Confucian, Hindu, Judaic and Christian principles . 6 These revivalist systems have 
been called the “New Traditional Economies” and appeal to a wide range of people for an 
equally wide range of reasons. It is argued that while these economies are based on tradition 
and principle, they are not in fact merely academic exercises or an attempt to live in the past, 
rather that they hold practical answers for real problems . 7 

The basis of revivalism does not seem to be the failure of market economics. There are 
many examples of nations with strong religious traditions that are very successful both in 
domestic and in international trade. Nor is there evidence that modem market economies 
discriminate based solely on religious dogma. Therefore, explanations for the growth in 
popularity of these new socio-economic systems must be found somewhere outside of the 
immediate realm of trade and market success. In fundamentalist societies, it is traditional 
institutions of religious beliefs, customs, and centuries of history that are the bedrock of 
society, not social or political theory . 8 

The ideals of religious equality and compassion are found in every fundamentalist based 
society. Despite these ideals, these societies face significant difficulites. They need to make the 
gradual evolution into a technical, materialist society without shedding their essential traditional 
and religious cultures. Fundamentalists tend to believe that a religiously oriented system of 



6 Rosser, John Barkley, and Marina V. Rosser , eds., “Islamic Economics and the Economics of Other 
Religions,” in Comparative Economics in a Transforming World Economy , (Irwin, Chicago, 1996) p. 101- 
108. 

7 Pfeifer, Karen, “Is there an Islamic Economics?.” in Beinin and Stork (eds. ). Political Islam, p. 157. 

8 Fabricio, Roberto, “Islam Defies Labels as Diversity Spreads Economically, Culturally,” Sun-Sentinel, Fort 
Lauderdale Fla., April 16, 1995. 
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